International 
Marketing Information 
Series 


— 


of 


Foreign Economic Trends 
and Their Implications 
for the United States 


December 1973 
Frequency: Annual 
Supersedes: 77-013 


Prevared By 
American Embassy 
Baghdad 


% 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 
Industry and Trade Administration 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. An- 
nual subscription, $50. Foreign mailing, $12.50 additional. Single copies, 50 cents, available from 
Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





TRAQ: 


. /. . . 
in U.S. $ million 
ent period averages 
er 


wise indicated 


io 


All values 
and repre 
unl ot 


Ss 
h 


ss 
oe 


KEY ECONOMIC INDICATORS 





Exchange Rate: 
US$1.00 = 
ID 1.000 





INCOME AND ] 
GDP at Current Prices 


Per Capita GDI 


TIOTMTON 


Gov. Investment Program 
Allocation 
Expenditures 

Crude Oil 

Oil Revenue 


Production (000 BPI 


Indices (1972 
Agricultural 
Industrial 01 

Prices 


Consumer 


RATING 


BALANCE OF PAYMI 





of 


Balance 
Balance 
Gold & 
Money S$ 
Exports 

Total 


T ~ 4 

Payments 
raymentvs 
of Trade 


Foreign 


Exports tc 


Imports (CIF)* 
Total 


Imvnorts fron 


PRINCIPAT 





Agricultural 
Machinery 
actured 


Manu 
Aircraft and 





Sources: agi Central 
USINT Estimate 


International 
U.S. Department 


all purchases of the 


Statistica 


oO 


r 


ae 


7 Cc 


Irganization, except 


Monetary 


of 


ns atom 
1nistry 


Defense 


noted. 


1976-77 


%change 


Estimate(a) 
1978 





Summary 


The Iraqi economy is continuing to expand rapidly. According to preliminary 
figures, the gross domestic product (GDP) for 1977 increased 26% over the 
previous year in current terms. Although as much as half of this increase 
is attributable to inflation, real growth is still significant. Following 
several years of emphasis on industrial projects, the 1978 allocations 
within the 1976-80 Five Year Development Plan stress the development of 
agriculture and infrastructure in order to achieve the third stage of the 
government's aim of a developed economy based on oil, industry, and agriculture. 
Thus far, expenditures under the plan have been considerably less than 
allocations, primarily because of absorption problems. Now that a number 

of bottlenecks have been eliminated, however, the rate of implementation 

is expected to increase. U.S. exports in 1977 were valued at $210 million, 
a substantial decline from the 1976 figure of $382 million which included 
major one-time sales such as aircraft. 1978 exports may approach $300 
million, although conflicting U.S. and Iraqi boycott regulations could 

have an impact on 4th quarter sales. Following a deficit in 1977, the 

U.S. should have a small favorable balance of trade in 1978. 


Iraq will continue to be a major importer of goods and services. The 

extent to which American companies will be suppliers depends largely on 

the resolution of boycott problems. Construction and agricultural equipment 
and agricultural commodities will continue to offer excellent prospects for 

U.S. business, which can also expect to be competitive in the supply of high 


technology items. In major projects, U.S. companies have been most success- 
ful in collaboration with third country firms, especially in specialized 
fields such as oil and petrochemicals. 


II. Current Economic Situation and Trends 


Introduction. The government continues to dominate the Iraqi economy. Over 
90% of all imports are purchased by government organizations, and state 
companies own and operate all heavy industries. In spite of substantial 
foreign reserves, the government has announced that the economy will continue 
to maintain its rather austere socialist character with limited attention 
being paid to consumer goods and luxury imports. Although of secondary 
importance, the private sector is by no means insignificant. It is especially 
active in construction, and several contractors now have the capability of 
executing projects in the $100 million range. The private sector is also 
active in light industries such as food processing, plastics and textiles, 
and will become more so as processing plants are built to utilize the output 
from resource-based industries currently under construction. In 1977, for 
example, $90 million was invested in new private sector industries. Also 

18 joint sector companies have been established for the manufacture of 
plastic products, construction materials, etc. 





The 1977 census places Iraq's population at 12 million. The trend toward 
urban migration is continuing, but there is still a shortage of skilled 
and semi-skilled laborers, and non-agricultural unemployment is negligible. 
There eaabtoess to be some underemployment in rural areas. According to 
government figures, slightly over 50 percent of the work force is in the 
agricultural sector, but this percentage may have dropped substantially 
during the last two years. The literacy rate is about 40 percent of the 
adult population. 


oxi many other OPEC states, Iraq found that problems as well as benefits 
sulted from the 1973-74 oil price increases. A rapid increase in 
a iapianes spending placed severe strains on the absorptive capacity of 
the country. The money supply increased by 107% between 1973 and 1975, 
and although Iraq's system of wage/price ccntrols and budget subsidies 
reduced much of the inflationary impact, substantial price increases were 
and 1977, government spending was curtailed in order 
andi permit the development of the country's infra- 
structure Total expenditures during those two years rose by less than 
20% mile the increase in the money supply was held to 38%, according to 
As the capacity of the infrastructure expands, it is expected 
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billion has been given for the gross domestic product, but it is not broken 
26% increase over 1976. If the current 
growth tren ntinues, GDP in current dollars will approximate $24 billion 
in 1978 und } billi nN in if 


down by sector. This represents a 
: 


The oil sector continues to dominate she economy, accounting for 85% of 

it revenues in 197’ Nonetheless, the contribution of oil to the 
GNP “will d ine as other sectors begin to play a more important role in 
the economy. he most significant increases thus far have been in the 
industrial sector, resulting from a continued high level of construction 

as well as output from newly commissioned industrial units. The industrial 


sector's contribution to GNP was 15.3% in 1976, an increase of 7.8% since 


governmer 


1974. The expansion of resource-based industries took precedence in Iraq's 
development vlanning through 1977, but 1978 development budget allocations 
emphasize agriculture, which can be expected to demonstrate significant 
growth during the remainder of the current five year plan and in the 1980's. 
The Oil Sector. Iraq is the third largest OPEC oil producer and accounts 
for 4% of world output. The petroleum sector contributes 98% of total 
export earnings. In view of the importance of petroleum to the economy, 
crude oil production and revenues provide the most accurate economic 
indicators. According to government figures, production in 1977 averaged 
2.35 million barrels per day (BPD), a slight decrease from the 1976 
average of 2.42 million BPD. Sluggish market demand was the principal 
reason for Iraq's inability to fully utilize its installed production 
capacity (3.15 million BPD in 1978). 





During the first half of 1978, production continued at the 2.3-2.4 million 
BPD level. In August, output rose to an estimated daily average of 2.65 
million BPD as customers began stockpiling in anticipation of an January 
1979 011 price increase. The temporary closing of the export pipeline 
through Turkey in October caused a dip in production, but it seems likely 
that 1978 averages will reach a record 2.5 million BPD level. 


In OPEC, Iraq has consistently pushed for steep oil price hikes. At the 
same time, it wishes to maximize oil production. Although there is little 
expectation of a substantially increased demand for Iraqi crudes in the 
near future, the government is moving ahead with plans to expand production 
capacity. Recently discovered fields in the southern part of the country 
are being developed, and Iraq hopes to have a production capacity of 

4 million BPD by the end of 1980. 


In tandem with an increased production capacity, Iraq is also emphasizing 
downstream projects for refining and utilization of associated natural gas. 
A 150,000 BPD refinery is planned for Baiji and a 500,000 BPD refinery in 
Basra has been under consideration for some time. Iraq presently flares 
almost 85% of associated natural gas of which about 460 billion cubic feet 
was produced in 1977. Consultants have recently been chosen for two major 
gas projects that will utilize over 250 billion cubic feet per year after 
completion in the 1980's. 


Oil revenues in 1977 reached $9.44 billion, an increase of almost $400 
million over 1976. 1978 revenues should approximate $10.2 billion. Foreign 
assets are estimated at close to $8 billion, nearly double their value at 
the end of 1976. Like other OPEC states with surplus accounts, Iraq follows 
a conservative financial policy. The majority of the government's holdings 
are in Western Europe. 





Iraq's major crude oil customers are Brazil, Italy, France and Japan, with 
the first three buying over a billion dollars worth of oil a year. The 
U.S. began to purchase Iraqi crude at the end of 1975, and in 1977 our oil 
import bill reached $381 million. Purchases in 1978 have declined, total- 
ing $113 million during the first seven months, a decrease of $84 million 
from the same period in 1977. 


Foreign Trade. As a result of the additional revenues made available by 
the jump in OPEC oil prices in 1973-74, Iraq doubled its imports between 
1973 and 1974 and again between 1974 and 1975, when the import bill 
reached $5 billion. Because of absorptive problems and in anticipation 

of reduced oil revenues, total imports dipped to an estimated $4.8 billion 
in 1976, and were about $4.7 billion in 1977. While figures are not yet 
available, improved infrastructure capacity and an accelerated project 
implementation rate suggest that the 1978 import bill will return to the 
$5 billion level. 
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The Plan anticipates the following average annual real growth rates: 


Gross National Product 

Oil Sector 

Processing and Manufacturing 
Industries 

Agricultural Sector 

Distribution Sector (including 
Trade, Transportation and 
Communications ) 17% 

Services Sector 10% 


The Plan outlines what is, in effect, the third step to the development 

of a triadic economy based on oil, resource-based industries and agriculture. 
The first step was the expansion and modernization of oil production and 
export facilities (including terminals and pipelines) starting in 1972. 

The second was the heavy investment in 1974-75 in resource-based industries 
aimed at export markets. The anticivated completion of these projects 
before the end of the Plan period accounts for the high growth which the 
Plan ascribes to processing and manufacturing industries. Although 
initiating some new projects in the industrial sector (e.g., gas gathering 
projects and a refinery), the Plan assigns priority to (1) the alleviation 
of manpower and infrastructure impediments to overall economic growth and 
to (2) long-term agricultural development as the third member of the triad. 


The Plan's emphasis on human development aims at meeting Iraq's growing 
need for skilled manpower without importing large amounts of foreign labor. 
It provides for (a) an increase in the work force from 2.9 million in 1976 
to 3.5 million in 1980 through natural growth of the labor pool and by 
greater employment of women, (b) the enforcement of compulsory education 
for both sexes starting in the 1978-79 academic year, and (c) the large- 
scale expansion of vocational, technical and university-level training 
programs. Complementary to this aim is improvement of medical services, 
housing, and educational facilities at all levels. 


The results of the increased emphasis on infrastructure projects are 
beginning to appear. Port expansion projects in the south are underway 

to reduce bottlenecks for imported goods and provide export outlets for 
Iraq's resource-based industries scheduled to become operational in the 

next few years. The government has recently awarded a $1.2 billion contract 
that will provide a rail link to the phosphate complex under construction 

at Akashat, and the highway system is being expanded. Electrical generating 
capacity has reached 2,800 MW, and bids have been invited for a 400 MW power 
station at Baiji. 





In the field of agriculture, the Plan allocates $3.5 billion for dams and 
irrigation projects to increase both the size and productivity of arable 
acreage. Because of the long lead time for these projects (5-10 years), 
they will not measurably affect agricultural production until the mid-1980s. 





In the short run, the government expects the 7% annual real growth in 
the agricultural sector to come from the increased mechanization of 
existing production (both to increase efficiency and to free farm labor 
for other pursuits), changes in cropping patterns intended to increase 
cropped acreage by 14%, a 50% increase in livestock production, a 100% 
increase in poultry production and a 10-fold increase in egg production. 
Overall, the Plan aims at increasing the per capita intake of animal 
protein by 35% as well as laying the basis for a modern agricultural 
sector. 


Development Plan, which marks the half-way point for 
reflects an increasing emphasis on agriculture, 
education. The allocations for 1978 are as follows: 


Amount in Percent change 
Millions of $ from 1977 
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Industry 
Transportation 
Communicati 
Building 


fixed price, turnkey contracts for major 
unwillingness to award contracts on a cost-plus basis 
calation clauses has made it especially difficult for 
miliar with local conditions to bid competitively. Some large 
projects are being separated into design and construction stages, with 
the government favoring direct implementation wherever possible. Although 
Iraq does have lines of credit open in Japan and with a consortium of 
European banks, international financing has not been an important factor 
in the awarding of major projects. 


Investment and Licensing. Iragi law permits direct foreign equity invest- 
ments, providing the undertaking has at least 51% Iraqi participation, 

but there has been no U.S. direct investment since the 1967 break in 
diplomatic relations. The government's general position is that Iraq 
neither needs nor seeks foreign equity investment but is willing to 
entertain proposals. Licensing arrangements with foreign firms are 
permitted, and an increasing number of foreign brand names are appearing 
on goods manufactured by the private sector. 
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ns for the United States 


1979: General outlook for US-Iragi Trade 


> ee 


Formal diplomatic ties have not been renewed since Iraq broke relations 
with the U.S. during the 1967 Arab-Israeli war. Because Belgium officially 





represents U.S. interests in Iraq, the U.S. Interests Section in Baghdad 
(called "USINT" for short) is legally part of the Belgian Embassy. Staffed 
by Americans and located apart from the Belgian chancery, USINT offers 


ha 


the commercial and consular services which U.S. embassies normally provide. 


The U.S. has two major economic/commercial interests in Iraq: continued 
availability of crude oil and the export of goods and services. With 
regard to oil the Iraqis will continue to push for OPEC price increases but, 
in order to finance the country's economic development, will probably pro- 
duce to meet market demand up to the limits of their capacity. It appears 
likely that a-rough balance will be maintained between U.S. exports and 
crude oil imports to the U.S. in 1979. 


The extent to which U.S. firms will be able to compete successfully in the 
Iraqi market will be largely determined by the degree of flexibility shown 
by Iraq on boycott issues. Iraq has taken an uncompromising stance con- 
cerning the boycott, and boycott restrictions permeate Iraqi commercial 
practice. The principal problems concern letters of credit, which contain 
clauses requiring that the beneficiary (a) not ship the goods on a black- 
listed vessel, (b) certify that it is not a branch or mother company of a 
blacklisted firm, and (c) provide a negative certificate of origin stating 
that the goods contain no parts, labor or capital from boycotted countries. 
Under the 1977 amendments to the Export Administration Act, U.S. firms can 
no longer comply with any of these clauses. Moreover, U.S. banks cannot 
honor letters of credit which contain such clauses. 


There are indications that Iraq's readiness to waive boycott requirements 
for U.S. firms has diminished in recent months. Nonetheless, it is likely 
that the government will continue to exercise some flexibility when it is 
in its interest to do so. The best chances are probably for U.S. firms 
offering equipment and services in high technology fields such as petroleum 
and communications, and other areas such as agriculture where there is 
widespread recognition of American abilities. 


Sectoral Review 


In order to maximize flexibility in the implementation of development plans, 
the Iraqi Government has not announced a list of development projects. The 
following sectoral review outlines prospective export opportunities, 
emphasizing major projects which the Iraqis appear to be considering either 
in the context of the 1976-80 Five Year Development Plan or in the prepara- 
tion for the next Five Year Plan. 


Agriculture and Irrigation. The increased emphasis on agriculture in the 
current Five Year Plan should offer substantial opportunities for U.S. 
contractors and suppliers of irrigation and agricultural equipment. Major 
irrigation projects include the 100,000 hectare Kirkuk project, the 
225,000 hectare Abu Ghuraib project and the Khalis irrigation scheme. In 





connection with the ir projects, a number of dams are planned 
for Hamrin, Haditha, Bekhme and Mosul. These dams will also provide 
hydroelectric and flood rol Land reclamation is a major 
concern and a irm is recently awarded a contract for the supply 
of equipment In order to more effectively 
utilize limited manpower resources, Iraq will move to increased 
mechanization of agricultur creating a large market for suppliers of 
agricultural equipment both for use in the field and in processing 
plants. 


S agricul 11 development program aims at self-sufficiency, but 
Lll be a number f years before the country can hope to approach 
goal. In the meantim raq will be a net importer of agricultural 
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have consultancy contracts for 
The government is expected to 
1980, and while the 
construction contracts will probably go to Iraqi firms, U.S. companies 
i numerous opportunities for the supply of equipment. Iraq is 
serious housing shortage which cannot be solved by conventional 
construction methods. The go is seeking alternative building 
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Marketing in Iraq can be a slow and 
in most Middle Eastern countries, direct 
ing organizations are a virtual necessity in order to 
relatively few U.S. firms have representatives or 
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For equipment suppliers, those firms offering high technology items not 
readily available from non-U.S. sources will stand the best chance of 
securing exemptions to Iraqi boycott procedures. Collaboration with 
third country firms has also been a successful vehicle for entry into 

the market, especially for consultants and contractors. In the petroleum 
sector, for example, one American firm has formed a joint venture with 

a European partner while two other companies are working as subcontractors 
to foreign firms. Association with third world companies is another 
advantageous arrangement. The foreign partner can offer services at 
lower cost and the likelihood of a greater political acceptability in 
Iraqi eyes while the U.S. firm provides equipment and advanced technology. 
This type of arrangement can be especially useful in preparing a competi- 
tive bid, since Iraq's insistence on fixed-cost contracts combined with 
uncertainties about the availability of labor and materials often cause 
U.S. firms to price themselves out of the market. American companies 
currently operating in Iraq have associations with German, Japanese, 
Italian, Indian and Turkish firms. 
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